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Proposal for a CBAM

Regulation on Deforestation

Directive on CSDD

Criticad review

Background

Adopted by the EC on 14 July 2021, by the
EU Parliament (EP} on 22 lune 2022.
Currently at the general approach
(‘trilegue’ stage. Could be voted into law
by the end of the year

Published on 17 November 2021,
adopted by the EU Councii on 28

June, 2022 ENV1 adopted its position

on the Proposal on 12 July 2022, with
amendments reguiring companies to
respect human rights and the rights
of indigencus people.

The last of the legislative proposals —
adopted by the EC on 23 February 2022,
Little  further mowement on  the
prepesal, yet it is expected to be
transposed inte law before the end of
the year and enter into force in 2024.

Scope

Initially covered 5 secters - cament,
aluminum, iran and steel, fartilizers and
electricity. EP recammendation to extend
coverage to organic chemicals, hydrogen,
plastics and ammonia, possibly more.

initial 6 targeted commedities -
cocaa, coffee, palm oil, soy, beef and
woed. Could be extended to cover
pig mear, poultry and other live
animals, maize, charcoal and paper.

Concerns ‘large” EU tompanies, or
smaller companies operating in
designated high-risk sectors: agriculture
and agro-processing, and agricultural
whole trade; footwear, textiles and
clathing; the extractive industry.

Modus
operandi

EU importers required to declare voluma
of CBAM goods imported and the amount
of embedded emissions, and surrender
CBAM certificates of a value equal to the
carbon price of emissions, as determined
by the EU £TS. This is equivalent to paying
acarben tax on imports.

Importers of covered goods inte the
EU must submit & due diligence
statement confirming  that  such
goods are deforestation-free and
have been produced according to
national and iternational faws. A
benchmarking system will categorize
originating countries as presenting
high, standard, or fow risk of
deforestation. Countries in the last
group will be subject to simplified

Companies must identify, prevrernti,r

mitigate and account for adverse human
rights and environmental impacts in
their operations and in their suppiy
chains. Directors have a ‘duty of care’
obligation.

countries

diseriminates among countries and
can be challenged at the WTO.

due diligence and face lower
. cormpliance costs.
Possible Tssues | 1. Risks of retaliation by affected third | 1. The benchmarking system | 1. The Directive’s singular approach to

due diligence in the areas of hoth human
rights  and  the environment s
prablematic since they are inherently
different and require separate toois.

2. WTQ compatibility questioned by critics

2. Risk that experts to the EU are
diverted from high-risk ta low-risk

2. The lack of a reference point on
internationally-recogniced

standargs |-
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Proposal far a CBAM

Regulation on Deforestation

Directive an CSDD

countrizs. This can affect the

reputation of the latter,

covering  all  environmental
should be addressed.

fmpacts

3. May be in violation of the 'Commen But
Differentiated Responsibilities’ (CBDR)
principle  enshrined  in  the Paris
Agreement since it makes no concessions
to LDCs

3. The Regulation does not address
the reot causes of deforestation in
the ACP region, much of which is
driven by paverty, unfair tand rights,
and climate change.

3. The Directive requires extending the
due diligence obligation down the value
chzin  to  ‘established  business
refationships”. This requires ¢companies
to map their entire value chain— a rather
onerous requirement

4. Not clear how CBAM revenues will be
used.

Potential
impacts

General

1. As an implied tariff of more than 6% on
cavered imports, the CBAM erodes ACP
countries preferential margin under EBA,
EPAs or GSP+

1. increasing risk of poveny,
especially in Africa and among
simallholder farmers

Possible positive impacts:
1. Improved human rights and
environmental practices in the
ACP in the long run.
2. Incressed adoptian of
Tnternational certifications and
standards.

2. Simulation results show that the £U
gains, in part at the expense of ACP
ceuntries, such as South Africe. However,
a major limitation of these models is that
they exclude LDCs from the CBAM.

2. The Regulation can accelerate the
deciine in ACP palrm il exports to the
EU, already under pressure from the
REDD+ program.

Possible negative impacts:

3. Burden of compliance costs
may be shifted down to smaller
ACP suppliers. ACP countries
wil  need to invest in
appropriate legistative,
institutional and infrastructure
capacities to help their firms
camply with the Directive

3. Trade impacts will affect income,
ourput and employment. For example, the
CBAM could cause the global demand far
alyminum to fall and s price to rise. This
will hurt downstream sectors, and cause
loss of jobs and income.

4. Reduced competitiveness  of
ACP producers as compliance
costs are passed down to them.

5. Shifts in EU sourcing {to avoid
‘problem’ countries/suppliers}
at the expense of ACP
producers

KD
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Propasal fer a CBAM

‘ Regulation on Deforestation

Directive on CSDOD

ACP focused
impacts

Three products - aluminum, iron and steef,

and fertilizers - likely to be most impacted ;

by the CBAM.

Analysis shows that 16 ACP countries,
13 of which from Africa, are mast
likely to be impacted. They include:

Lountries mest exposed are: Aluminum
(Mezambigue, Cameroon, Ghana, South
Africa, Africa), Iron and steel {Zimbabwe,
Dominican Rep., Zambia, South Africa),
fertilizers (T&T)

Cocoa (Cote d'lveire, Ghana, Nigeria,
Cameroon, Dom. Rep.)

Coffee (Uganda, Ethiopia, Kenya,
Tanzania, PNG}

Palm oi! (PNG, Cote d'ivoire, Solomen
Islands, Gabon)

Soy (Migeria, Togo, Ethiopia, Uganda,
Benin, Burkina Faso)

Wood (Camercon, South Africa,
Gaben, Cote d'lvoire, Nigeria)

Beef (Mamibia, Botswana, South
Africa, Kenya)

Given the breadth of the Directive’s
scope, many ACP eountries/businesses
could potentialiy be impacted

The majority of affected countries still
come from Africa, but there are now
more couniries from the other two
regions than in the case of the two
Regulatians.

Ir addition to several LDCs, many of the
countries in the foatwear and garment
sectars are smail economies, such as
Cabo Verde, Lesotho, Mauritius and
Haiti.

Most of these cauntries are African
mineral-rich econamies; there is no Pacific
country on the list

The most affected commodities are
cocoa and coffes, and to a lesser
extent, soy and palm oil. Cota d'Ivoire
and Uganda will be heavily impacted
{especially given their high rates of
deforestation), but smailer countries
like Togo and the Soloman Islands
may also be severely hit.

Challenges

1. Reduced competitiveness of ACP
exporters due to {a) increase in trade
costs, {h) increase in production costs, {c}
burden of compliance costs

1. lack of fit with the national
context. Several ACP countries are
heavlly forest-endowed: agricultural
development in these countries may

deforestation.

not he possille without a degree of

1. The Directive aifects all the sectors in
which the ACP courtries are known to
nave a strong comparative advantage.
This can affect their future economic
development.

2. Future industrialization potential can be
dented, especially if the CBAM coverage
expangds

2. Lack of compliance capacity by
{smallholder] preducers and risk of
exclusion from the EU market.

2. The Directive does not address the
root causes of human rights vielations
and environmental damage by MNCs. 3
These arise typically from the pawer L
imbalances between MNCs and their| Y7

hest cauntries.
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Proposat for a CBAM

. Regulation on Deforestaticn

Dbirective on CSDD

3. The CBAM may divert ACP countrias’

3. Smaller exporters impacted

3. Weak legislative and institutional

tleaner technoiogies and accelerate ACP
countries’ enmergy transition. This will
allow African countries to explait more
fully their abundant renewable energy
potential.

the cocoa sector) have successfully
set up farm management systems,
which can serve as a model to other
countries.

attention from adapting to climate change | disproportionately given their low ! frameworks, especially  fn  African
to mitigating climate change {in order to | capacity to bear (fixed) costs of countries.
cut embeddead emissions) complince  {e.g. setting up
traceability systems).
Opportunities 1. The CBAM can encourage a shift to | 1. Some ACP countries {e.g. Ghanain | 1. The Directive can help  step

uncantrofled  deforestation in  ACP
countries

2, It can also encourage increased
compliance with existing |egislations

2. Firms that invest in clean technologies
can get a head start

2. Traceability requirernents may
actually empewer smallhoiders by
bringing them closer to their buyers.

3. Improved business environment and
competitiveness in the ACP in the long
run

3. Investing in capacity to administer
emissions can have positive externalities
resulting in better data collection - useful
for complying with the Regulation on
Deforestation and the DD Directive.

3. The Regulation is a wake-up call to
ACP cauntries to diversify their
productian and their export markets

Policyf
advocacy
options for the
Secretariat

The ACP group should embrace, rather
than chafienge, the CBAM. They should
see in It a promise to get bigger amaunts
of aid and technical assistance from the
EU.

There is a global effort to tackle
climate change, including by curbing
deforestation. The ACP group cannot
go against this current. They must
accept the Regulation and comply
with it.

The ACP group should adopt a pasitive, )

pragmatic  approach towards the
Directive and focus an its benefits rather
than on chailenges.

in respect of:

ACP
gavernments

1. Inform ACP governments about the
CBAM and its likely impacts, especially on
high-risk countries and sactors

1. Inform ACP governments about
the Proposal, highlighting its impacts,
especially for *high-risk” countries.

1. Inferm ACP governments about the
Directive, highlighting its potential
benefits and adverse Impacts, and
identifying countries most at risk

2. Invite ACP governments to engage with
producers/ exporters ta ensure they are
CBAM-ready. Governments can subsidize

2. Urge ACP governments to:
{a) Undertake =an audit of
national forestry laws and

2. In preparation for the Directive, urge
ACP governments in ‘high-rfsk’ countries
to:

AT
investment by firms in compliance take stock of the challenges | (a) Preparea list of cases of human rights //A\ )
capacity. to their effective | wiolations and environmental damage by .+~ -

implementation |
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Regulation on Deforestation

Directive on CSDD

| Propasal for a CBAM

{b) Highlight recent
partnerships and initiztives
for better forest
management

{€) Carry out an assessment of

existing mechanisms  to
register/monitor  farmers.
Consider settingup a central
registry or database

Engage with farmers on the
need to provide accurate
geolecation data

(d

MMNCs in recent years, and the way they
were resolved or handled,

(b} Prepare a list of international
standards and certifications adopted
recently and take stock of progress in
their implementation

{c) Undertake a candid assessment of
their current institutional and legisfative
framewerks with a view to identifying
gaps

3. Encourage ACP governments to explare
options for setting up a national database
for emissions monitoring

3. Encourage ACP governments to
rake decisive actions to remady cases
of deforestation as a gesture of
stewardship.

3. Encourage ACP aovernments to start
working to improve their country's
environmenta! standards and human
rights records.

4. Encourage ACP  governments 1o
accelerate the clean energy transition,

4. Press ACP governments to take

longer-term  measures to  shift
production and exports away from
high-risk sectors.

ACP business

1. Sensitize the business community,
especially producers/ exporters of
covered products, about the CBAM and its
enticipated negative impacts.

1. Inforen the business community,
espedally in potendally ‘high-
risk’  countries, about the
Regulation and its likely impacts

1. inform the business community,
especially 0 potentially  high-risk
countries, of the Directive and its fikely
impacts

2. Encourage at-risk operators to start [a}
thinking zbout investing in capacity to
demonstrate better-than-default
emissions  walues, (b} considering
investment in cleaner technologies, {c)
Exploring alternativa export markets

2. Urge farmers/associations 1o
engage more actively with their EU
buyers fer enhanced due diligence

3. Encourage farmers to invest in
traceability systems to enkance their
competitiveness and position in the
supply chain,

2. Highlight the opportunities the
Directive present for business f{to
improve  their reputation and
competitiveness)

3. In consultation with the government,
prepare cost estimates of complying
with the Directive

The EU

1. Sensitize the EU o the economic
reafities aof ACP cauntries, which are
among the poorest in the world

1. Sensitize the EC to the socio-
aconomic reality of ACP, especiafly
African, countries.

Sensitize the EU on the potentiai impacts
of the Directive on ACP countries,
emphasizing that the due diligence
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Froposal for a CBAM

Regulatisn on Deforestation

Directive on CSDD

obligation  should not impése_

dispseportionate costs  on local

businesses, with low compliance
capacity. .
2. wite the EC to carry out an | 2. Invite the ECto carry out an impact | 2. Negotiate support measures from the
independent assecsment of the CBAM's | assessment of the Reguiation on ACP | EC, including:

impacts on ACP countries.

countries

3, Impress upon the EC the fact that ACP
countries are victims of climate change
and should be more concerned with
adaptation measures than mitigation
measures, as implied by the CBAM.

3. Engage the EC in a political
dialogue to find transition paths to
deforestation-free supply chains in
African countries

(a) Aid and technical assistance for
reinfarcing national fnstitutional and
legislative frameworks and monitoring
mechanisms

{b) Financial support to SMEs to bear
compliance costs while protecting their
com petitivenass

(4] Technical assistance for
implementing best practices in human

rights and environmental protection in
ACP countries.

4. seek technical cooperation and aid
from the EU,

4. Seek technical assistance in the
field of  sustainable forest
governance

5. Urge the EC to use CBAM revenues to
support low-carbon transition in ACP
countries

5. Seek financial support to f(a)
undertake investments in modern
geolocation management systerns,
and (b) compensate farmers for loss
of income if they are excluded from
the EU market, or if their farms have
to be moved out of protected areas.

&. Lobby the EC so that no ACP
country is placed in the high-risk
category.

-
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